American elders saw sharp gains in their incomes and declines in poverty during the 1960s and 70s and have had smaller gains since. Updated poverty measures show that seniors are as likely as children to be poor. When Social Security and pensions are converted to asset values, a typical household approaching retirement in 2007 had net worth of $676,500. Social Security was the largest part (44 percent) and home equity was second (20 percent). The collapse of the housing bubble and the meltdown in the stock market in 2008-2009 significantly eroded asset values. U.S. elders are more likely to be poor than are elders in other OECD countries. The United States faces a smaller challenge from an aging society because our workforce is growing and our Social Security promises are smaller. Small changes in revenues and benefits could securely pay for Social Security and improve benefit adequacy for vulnerable elders.
INTRODUCTION
This paper provides an overview of the economic status of the elderly in the United States.
We first compare older and younger Americans in terms of median household incomes and poverty over time, and then consider how updated measures of poverty affect conclusions about the economic well-being of older Americans. We then examine the roles of particular sources of income -Social Security, pensions, earnings, and asset income -in supporting older Americans today. Retirement income replacement rates -tools to assess how well retirees are able to maintain their pre-retirement standard of living -are covered next. Wealth holdings of American households, such as retirement accounts, home equity, and total net worth, are analyzed using the 2007 Survey of Consumer Finances and subsequent ballpark estimates of how the market collapse and housing debacle in 2008/09 eroded these resources. We then view prospects for the economic well-being of retirees in the future, drawing on a retirement risk index developed by the Retirement Research Center at Boston College and official projections of Social Security's long-term future. The paper concludes by comparing the United States with other industrialized nations in terms of the economic well-being of our older citizens and our prospects for meeting the fiscal challenge of an aging society.
ELDERS AND YOUNGER FAMILIES OVER TIME
How has the economic security of seniors changed relative to that of younger families over the past several decades? This section briefly reviews trends in household median income and poverty by age.
Change in Median Income of Households
We consider median incomes of households over nearly four decades -from 1969 through (Table 1) . Most of the income gains for the elderly occurred during the 1970s. The gains were due in large part to legislated increases in Social Security benefits. Congress enacted ad hoc benefit increases that took effect in 1970, 1971, 1972, and 1974 , and then indexed benefits to keep pace with inflation (Clark & Quinn, 1999 (Blank & Greenberg, 2008) . We turn next to issues in defining and measuring poverty. (Blank & Greenberg, 2008) .
National Academy of Sciences Recommendations
In response to a request from Congress, the National Academy of Sciences convened a group of experts to update and improve the measurement of poverty. Its 1995 report (Citro & Michaels, 1995) recommended a broader definition of necessary expenditures (that includes food, housing, out-of-pocket health care expenses, child support expenses, and work-related expenses such as transportation and childcare) and a more refined measure of income (that takes into account taxes, tax credits, and in-kind benefits such as such as food stamps and housing subsidies).
The Census Bureau is using the new measure on an experimental basis, and New York City is using it to assess progress toward reducing poverty. For 2008, the new measure resulted in a slight increase in the count of Americans who are poor -16 percent instead of 13 percent (Table   3 ). Childhood poverty declined slightly (from 19 percent to 18 percent), reflecting the net effect of counting in-kind benefits as income and counting necessary expenses associated with children, while poverty among seniors increased sharply (from 10 percent to 19 percent), due in large part to recognition of out-of-pocket health spending as a basic necessity. In contrast with 'shares' of income, 'reliance on Social Security' counts the fraction of recipients who rely on their benefit for half or more of their total income. Grad and Foster (1979) reported the first estimates of this measure more than 30 years ago. In 1976, just over half of elderly couples (56 percent) and nearly three-quarters of elderly unmarried recipients (73 percent) received half or more of their total income from Social Security. Similar proportions of 10 www.nasi.org beneficiaries rely on Social Security today (see Table 5 ). Reliance on Social Security is greater among communities of color and among the unmarried -widowed, divorced, separated, or never married. Beneficiaries without spouses who relied on Social Security for at least half of their incomes made up 82 percent of Hispanic and of Asian elders, 77 percent of African American elders, and 72 percent of white elders. 
COMPONENTS OF INCOME OF THE ELDERLY TODAY

RETIREMENT INCOME REPLACEMENT RATES
To assess how well income in retirement will allow a worker to maintain his or her prior standard of living, financial advisors often use replacement rates, i.e. a ratio of retirement benefits to pre-retirement earnings. Because some expenses are reduced or eliminated in retirement (such as taxes on wages, work-related expenses, and saving for retirement), experts generally advise that replacement of 70 to 80 percent of prior earnings could produce a comparable standard of living (Fidelity Research Institute, 2007; Palmer et al., 2008) .
Social Security Replacement Rates Today
Social Security is designed to provide a foundation of retirement income that will be supplemented by pensions and savings. It has a progressive benefit formula that replaces a larger share of past earnings for low earners than for high earners. This feature recognizes two realities:
first, low earners need higher levels of wage replacement in order to meet basic needs; and second, low earners are less likely to have been covered by an employer-sponsored retirement 11 www.nasi.org plan or to have discretionary income to save over their working lives. Actual retirees often do not fare as well as these illustrative replacement rates suggest, for two reasons (Thompson, 1994 Counting Pensions in Replacement Rates Munnell and Soto (2005) have estimated replacement rates for retiree households using the Health and Retirement Survey. They take account of income from pensions and financial assets as well as Social Security. Replacement rates are generally higher for retiree households with pensions in addition to Social Security. Replacement rates differ depending on how the retirees'
pre-retirement income is counted (Table 6 ). Table 6 converts all financial assets -checking and savings accounts, stocks, bonds, certificates of deposit, and so forth -into annuitized income in retirement. This assumption raises median replacement rates by about 10 percentage points. This estimate assumes that retirees devote all their liquid assets to retirement annuities, leaving no cushion to cover emergencies or other unexpected costs.
The alternative measure of pre-retirement earnings uses the high five of the last 10 years of earnings before retirement (instead of career average earnings) to more closely reflect living standards in the decade before retirement. With this measure of higher pre-retirement earnings, replacement rates are lower -about 10 to 15 percentage points lower than those cited above. Munnell and Soto (2005) concluded that about two-thirds of recent retirees were entering retirement in pretty good financial condition, with replacement rates in the 65-75 percent threshold range of adequacy. But they also saw several reasons for caution. First, the one-third of households without pensions is not faring well. Second, over time, the replacement rates of those with private pensions will decline, for these are rarely if ever indexed for inflation. Third, the replacement rate estimates assume that people buy life annuities with their defined-contribution retirement accounts, yet few do. And finally, the retirement income landscape is changing for future retirees in ways that reduce the adequacy of both Social Security and private retirement plans.
Social Security Replacement Rates in the Future
Without a change in current Social Security law, 65-year-old retirees will get less adequate net wage replacement from Social Security in coming decades than has been the case for retirees over the past 25 years (Table 7 ). The replacement rates for a medium earner retiring at age 65 in 1986 and for a similar 65-year-old retiree will drop to about 32 percent. Reasons for this decline include the legislated increase in the 'full-benefit age' for receiving Social Security benefits and rising
Medicare premiums that are deducted directly from Social Security benefits. Social Security benefit reductions already in law, and rising Medicare premiums mean that benefit increases would be needed just to maintain the net Social Security replacement rates retirees have experienced over the past 25 years (Munnell & Sass, 2006; Reno, 2007) .
The Shift to Defined Contribution Plans
About half (49 percent) of all workers under age 65 in the United States participate in some kind of employer-sponsored retirement plan (Purcell, 2009) . That portion has remained relatively stable over the past 30 years. Yet the nature of these plans has shifted markedly. In the early 1980s, employers started moving away from traditional pensions -or defined benefit plans -to defined contribution plans, like those authorized under section 401(k) of the Internal Revenue
Code. By law, tax-favored defined benefit pension plans are required to offer benefits to retirees in the form of monthly benefits for life, or annuities. In contrast, 401(k) type plans give the worker a lump sum payout when he/she leaves a job, which he/she can either take in hand or roll over into a tax-favored individual retirement account (IRA) or a tax-favored account with another employer. Upon retirement, 401(k) plans give the worker the option of receiving a lumpsum payout as well.
While coverage under 401(k) plans is growing, recent studies find that workers fail to take full advantage of them to achieve retirement security. In particular, workers may postpone joining the plan; contribute less than the optimal amount; fail to adequately diversify their investments; invest too much in the employer's company stock; borrow from their plan and thus forego asset appreciation; and cash out accumulations when they change jobs (Munnell, 2007) .
To assess the role of employer-sponsored retirement plans on the future well-being of retirees requires a look at the size of retirement savings accounts of American households. 
Retirement Savings Accounts
Altogether just over half (53 percent) of all households have some funds set aside in taxfavored retirement savings accounts, which include employer-sponsored defined contribution accounts, individual retirement accounts (IRAs), and Keogh plans for the self-employed for the householder or spouse. For households which had such accounts, the median value was $45,000 in 2007. Households approaching retirement had larger accumulations. The median value for account holders aged 55 to 64 was $100,000 (Table 8) . The mean value of accounts was much higher than the median ($272,000 compared to $100,000 for 55 to 64 year olds) indicating that retirement account wealth is highly concentrated at the top. The median is the amount where half of account holders have more and half have less.
If households with a zero account balance are included (38 percent of 55-64 year-olds), then www.nasi.org fully 69 percent of all households aged 55 to 64 had less than $100,000 in retirement account savings in 2007 (Pilon, 2009; Purcell, 2009 
Household Net Worth
Household net worth represents the value of all of a household's assets minus its liabilities.
The Survey of Consumer Finances is the leading source of data on household wealth. It defines net worth as financial assets plus nonfinancial assets (e.g. the value of vehicles, residences, and businesses), minus debt (Bucks et al., 2009) . Household net worth rises with age as workers accumulate retirement savings, home equity and other assets over their lifetimes (Table 9 ). For many elder households, the home is the most important asset. The critical role of the home in the asset holdings of typical households approaching retirement is shown in Table 10 . Munnell et al. (2009) estimate the wealth for households aged 55 to 64 using the mean value for the middle 10 percent of such households.
18
www.nasi.org Total wealth excluding the value of defined benefits amounted to $255,500 for this typical household. Home equity (the value of the home minus debt on the home) accounted for just over half that wealth, while retirement savings accounts and other financial assets made up about one third. If expected lifetime payments from Social Security and defined benefit pensions are expressed as asset values for this typical household, then total wealth rises to $675,500 and Social Security is the largest component of that wealth (44 percent Prior to the financial crisis, our study and others had concluded that the current babyboom cohort of near retirees were surprisingly well-prepared for retirement compared with similarly aged households over the past quarter century. Unless there is a strong recovery of asset values in the next few years, that favorable assessment is no longer true.
They continue (p. 17):
Since younger families have a larger share of their net wealth in housing and hold larger mortgages as a share of home value, they typically suffered a larger percentage loss in net worth. In contrast, older households were hit harder by the decline in stock prices. declining interest rates, and the continuing increase in the Social Security full benefit age meant that 51 percent of households were estimated to be at risk of falling more than 10 percent short of maintaining their living standards in retirement (Munnell, et al., 2009) . Because middle and upper income households hold more assets, they experienced greater losses (Table 11) . When viewed by age cohort, younger groups (late boomers and Generation Xers) are at greater risk than are early boomers. Social Security in the Future Social Security trustees assess its future finances every year using updated assumptions about birth and death rates, wage and price growth, employment, interest rates and so forth.
Recognizing the great uncertainty of 75-year forecasts, they project three scenarios: low-cost; will have to be gradually drawn down to pay benefits. By 2037, without changes, reserves will be depleted. Income coming in to the fund after 2037 will cover about three fourths of benefit payments due then.
The long-range actuarial deficit is 2.0 percent of taxable payroll. This means that to close the 75-year financing gap solely with a contribution rate increase would require raising the rate paid by workers and employers from 6.2 to 7.2 percent, which would yield a combined increase from 12.4 to 14.4 percent, or 2.0 percent of payroll.
In a recent report, Fixing Social Security: Adequate Benefits, Adequate Finances, the National Academy of Social Insurance examined a variety of policy options to improve the adequacy of benefits for vulnerable groups such as: the oldest old (those over age 85); widowed spouses of low-income couples; retirees (usually women) with low benefits because of gaps in paid work while they cared for children; and low-paid, long-service workers whose benefits fall short of meeting the poverty line (Reno & Lavery, 2009 ). The report also examines 18 different options to increase program revenues in the future to levels that would securely finance current benefits and pay for benefit improvements, if desired.
By exposing the vulnerability of average Americans to the risks of a market economy, the financial crisis shines a new light on the critical role of Social Security in maintaining economic 22 www.nasi.org security for elders. The next and final section of this paper examines how the United States compares with other industrialized countries in the economic well-being of our elders and our capacity to meet the financial challenges of an aging society.
INTERNATIONAL COMPARISONS
In the sixth edition of this Handbook, Schulz and Borowski (2006) discussed pension reforms in other countries and how the push for "privatization" of retirement benefits has worked out. In this section we compare the economic status of the aged in the United States with that of elders in other industrialized countries and assess the challenge of financing pensions for aging societies both here and abroad.
Comparing Well-being of the Aged
Indicators of the relative well-being of elders include prevalence of poverty, the level at which Social Security benefits replace prior earnings, the role of employer-sponsored pensions, and out-of-pocket health-care spending.
For cross-national comparisons we use the OECD definition of relative poverty; that is, spendable income of less than 50 percent of the median for households of similar size. By this measure, 24 percent of U.S. seniors are poor. That is nearly twice the average poverty rate across 30 OECD countries (13 percent). This U.S. poverty rate looms particularly high relative to Canada and key Western European countries (Table 12) .
Social Security replacement rates in the United States are modest when compared with those in other OECD countries. Replacement rates for the 30 countries studied are calculated for low-, average-, and high-wage workers, using each country's benefit formula. Of the 30 countries studied, U.S. replacement rates ranked fourth from the bottom for low earners (at 50 percent), fifth from the bottom for average earners (at 39 percent), and ninth from the bottom for high earners (at 28 percent) (OECD, 2005a (OECD, , 2005b . In contrast, average replacement rates for the 30 nations were 72 percent for low earners, 57 percent for average earners, and 49 percent for high earners. Income from employer-sponsored retirement plans, personal savings, and earnings from work supplement Social Security and other public benefits in other countries as well as in the United States. Table 12 shows shares of aggregate income of elders from public benefits (Social Security and public assistance), earnings from work, and income from capital, which includes employer-sponsored pensions and returns on individual savings. In the aggregate, U.S. elders rely less on public benefits and more on earned income and income from capital than is the case in Canada and key Western European countries. But when we consider the distribution of employer sponsored pension income, we find that it is highly skewed toward the top in the United States.
The average annual pension income in the top quintile ($16,000) was about 150 times the average for the bottom quintile ($100) for the years 2004 -06 (Employee Benefit Research Institute, 2010 . Those in the bottom three-fifths of the income spectrum received less than about $1,700 a year. Based on these findings, Baily and Kirkegaard (2009) Institute (Fronstin et al., 2009) found that:
men retiring at age 65 in 2009 will need anywhere from $68 ,000 to $173,000 in savings to cover health insurance premiums and out-of-pocket expenses in retirement if they want a 50-50 chance of being able to have enough money, and $134,000 to $378,000 if they prefer a 90 percent chance. With their greater longevity, women will need more: a woman retiring at age 65 in 2009 will need anywhere from $98,000 to $242,000 in savings to cover health insurance premiums and out-of-pocket expenses in retirement for a 50-50 chance of having enough money, and $164,000 to $450,000 for a 90 percent chance. (p. 9)
These estimates do not include the cost of long-term care, which in several OECD countries is covered by social-insurance or other (non-means-tested) government programs (Lundsgaard, 2005) .
Challenge of Aging Societies
How does the U.S. demographic outlook compare to that of other OECD countries? While the number of older Americans is growing, the share of our future population over-age-65 will not be as large as in many other OECD countries because the number of younger Americans is also growing due to higher fertility rates and more net immigration than is experienced in most other OECD countries. Americans aged 65 and older are projected to increase from about 13 developments. First, even though the U.S. standard retirement age over the next 50 years is scheduled to remain about average in the OECD and to reach 67 by 2027, the effective retirement ages in the United States for men and women are higher than elsewhere -fourth and fifth highest, respectively, among OECD countries (Baily & Kirkegaard, 2009 ). Since the mid1980s, labor force participation among older Americans has been increasing (Quinn, 2002) .
Second, as already noted, Social Security benefits are modest by international standards and, as discussed earlier, U.S. replacement rates will decline in the future as the age for full-benefit receipt rises to 67.
The best summary measure of the affordability of a society's Social Security system is expenditures as a share of the country's Gross Domestic The United States -with only a moderately poor fiscal starting point, moderate current costs of pension provision, low levels of future pension promises, […] and only moderate demographic pressure […] is in the category of OECD countries that can expect to be only moderately affected. This is an important point when trying to filter the occasionally overly gloomy commentary regarding the outlook for the U.S. economy and its future ability to provide for its retiring baby-boomers. Most OECD countries face more immediate and severe future challenges to the sustainability of their [public] pension systems than does the United States. (p. 90) In summary, the United States faces a modest financial challenge to ensure that scheduled Social Security benefits will be maintained (or even improved) in the long-term future. By international standards, the United States has higher rates of poverty among elders and provides lower levels of wage-replacement from Social Security. The recent financial crisis exposes the 
